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Teacher’s Introduction

This resource consists of a set of Topic Tests that have been written to support the teaching of A Level AQA Year 1
Microeconomics. It allows teachers and students to check their understanding and consolidate knowledge of each part
of the AQA specification. In each Topic Test there is a mixture of numerical, multiple-choice, short-answer and essay-
style questions of a variety of different difficulties. There are 9 Topic Tests in this resource, following the topics of the
A Level specifications.

Importantly, each Topic Test is accompanied by a set of detailed answers that could be handed out to students as a
basis for ‘model’ answers in the examination. Note that although the Topic Test questions aren’t always in exam
format, the questions within have been written carefully with the intention of testing the range of Assessment
Objectives and often borrow aspects that are similar to those in the exam.

Most of the case studies in the Topic Tests include up-to-date economic data and scenarios that should place economic
theory in recent history, enrich students’ general knowledge of the subject, and prepare students for the Data
Response aspects of the examination. Moreover, the resource also includes plenty of opportunities for students to
practise the Quantitative Skills outlined in the Appendix of the AQA specification.

Most Topic Tests contain 30—40 marks worth of questions, although some tests are shorter to cover each specification
topic appropriately according to its scope. It is intended that the longer Topic Tests will take about one hour to
complete and should be presented to students after teaching the parts of the specification that are to be tested.
However, the Topic Tests could also be given to students as homework in order to consolidate their knowledge outside
of the classroom, or certain aspects could be used as a supplement to in-class learning.

It is important to note that this resource should be used as a complement to other resources such as textbooks and
practice exam papers, and not in isolation. These Topic Tests include plenty of explanation of the theory in the mark
scheme, but students should be encouraged to access information as widely as possible.

Terminology note

Where the AQA specification used specific terminology we have followed their example. However, there are some

terms that students may not have necessarily come across:

e  Ceteris paribus, the Latin term meaning ‘all other things being equal’, we have judged to be implied by the
specification, and worth testing at this level.

e  The AQA specification refers to ‘production possibility diagrams’ and ‘boundaries’. Here we have used the term
‘production possibility curve’ (students may also come across ‘frontier’).

e  The answers occasionally refer to MPB, MSC, MPC, etc. — matching these to D and S curves where appropriate.
This is beyond the AS specification, so if you are teaching the AS only, or teaching the A Level in a co-teachable
order, and you are giving these answers out for self-marking, please make sure students are aware that the
concept of the margin is only on the A Level specification.

It is hoped that this resource, as well as offering support for teaching the essential elements of the AQA
microeconomics specification, will help students fully prepare for their A Level examinations. The economic
environment is constantly in flux, and full of fascinating current issues. This resource attempts to share some of these
current issues as a basis for teaching in the most interesting way possible, meanwhile encouraging further study from
the next generation of Economists!

Happy teaching! October 2019

Free Updates!

Register your email address to receive any future free updates*
made to this resource or other Economics resources your school
has purchased, and details of any promotions for your subject.

* resulting from minor specification changes, suggestions from teachers
and peer reviews, or occasional errors reported by customers

Go to zzed.uk/freeupdates
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Mark Breakdown Test-by-test

Topic Test
4.1.1
4.1.3.1-2
41334
4.1.3.5-6
4.1.4

4.1.8.8-9
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4.1.5 Competitive and Concentrated Markets

1. In Economics, we typically assume firms are aiming to maximise profits. Exp
maximisation objective and why a firm might choose that objective.

2. Explain what is meant by a perfectly competitive mark

3. Explain what is meant by ‘barriers t

4. Table 1shows data ermarket industry.

Table 1
Supermarket Market Share

Tesco 27.6%
Sainsbury’s 16.1%
Asda 15.7%
Morrisons 10.4%
Co-op 6.1%
Aldi 6.8%

Calculate the 3-firm concentration ratio.

It is fairly rare to find a market that is a ‘pure’ monop
frequently we hear of firms exerting their ‘mono
acquired the rights fo the drug Daraprim, :xi

price of the drug from $13.50 to £

m August 2015,
imes used fo treat mal
.ght, an almost 5,500% increase.

AdOO NOILO4dSNI

6. Evaluate one advantage and one disadvantage of a monopoly.
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4.1.8.1-3 The Market Mechanism

1. Explain the role of the price mechanism in a market-based economy.

2. Explain one advantage and one disadvantage of the price mechanism.

i

3.  Whatis meant by market failure?

4. If market failure occurs, will pr fficient or inefficient? Why?

uction of certain products.
B s r-production of certain products.

C The over-consumption of some products and under-consumption of o
D All of the above.

Tourists to the UK’s national parks tend to leave more than just their footprints
intentionally or accidentally, leave behind all sorts of waste — from plastic foo
nappies. Litter is unsightly, and it ruins other people’s enjoyment of the beautif
to offer. It's easy to think that a single piece of litter is not a significant proble
quickly turn our national parks into large-scale rubbish dumps.

o

Illustrate, and explain, how leaving litter behind can cause a market failure
7. Explain the difference between complete and partial e~ <et failure.

8. What is meant by a ‘public good’?

9. Identify which of the f é ﬁublic goods.

Cinemas
(b; Healthcare
(c) Air
(d) Bananas
(e) Lighthouses
(f) Timber
(g) Fireworks
(h) Electricity

10. ‘Excludability’ refers to which of the following concepts?
A ltis possible to prevent people that haven’t paid f.

to it. .

B Itisimpossible for two individu2!

C Itis possible to reject th ‘

D Itis possible f

the good from co

he good simultaneous
«on of the good when it is provided
to consume the good simultaneously.

a

11. Whati he non-rivalry of a public good?

12. (a) If samething is non-rejectable, what is true of this type of good?
(b) State two examples of a good that is non-rejectable.

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 13 of 42
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13. Quasi-public goods — meaning ‘almost’ public goods —are goods that are e
or non-rivalrous but excludable.

(a) Identify and explain an example of each type of quasi-public good.
(b) Do you think market failure could still occur in the case of a quasi-pub

14. Explain, using one or more examples, how technolog ange can alter t

[

It should be of no surprise fl
hear of measures tha
intelligencg

srence is an important talking point i
rtaken by governments to improve the s
SA for instance, is a controversial agency that
informai munication of American citizens in order to protect aga
security. ! , in the UK, is a nuclear submarine defence system that some p
protecting the UK. However, systems of national defence are public goods in t
that access to defence by one civilian doesn’t prevent another from being sim
Moreover, people don’t have a choice in whether they’re defended or not onc
course, people can object to government spending on national defence, but th
same as a rejection of the good itself. Finally, it’s impossible to exclude certai
defence. If the defence system prevents attacks on a national scale then peop
whether they’ve paid info the system or not. It would not be credible for a go
defending certain individuals in society.

15. Evaluate the case for government provision of a national defence system.

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 14 of 42
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4.1.8.4-6 Positive and Negative Externalities in Consu

1. Identify which type of externality each of the following images represents.

{a) {Industrial (¢) (Smoking)

(b) (Vaccinations) (d) (R&D)

monal voiun’rary training for those that wish to specialise in highl
Samsung’s investment in education and training has advantages for other man
they’re able to employ pre-trained workers from Samsung. Moreover, Samsun
training has far-reaching benefits for society as a whole because a more prod
to economic growth and social cohesion.

N

Using information from the extract above and a diagram, explain the exter
3. Explain the reason why the classification of a ‘merit’ good depends on a val

4. Using information from the extract and a suitable diagram, evaluate wheth
¥
considered a demerit good.

5. (a) Whatis meant by a ‘demerit ¢

(b) Whatrole does info play in existence of demerit goods

6. y 1€ ‘economic human’, is traditionally assumed to ma

Explain, using an appropriate example, how imperfect information can affe

7. (a) Explain whatis meant by geographical immobility of labour.
(b) Explain how immobility of factors of production can lead to market fai

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 15 of 42
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4.1.8.9-10 Government Intervention and Government

1. Whatis the rationale for government intervention in markets?

2. ldentify a potential government intervention method that could be effectiv
following scenarios.

Fossil-fuel-powered a e a necessity in past decade
that means s are affordable and less env
their fosz' cerparts. However, less people are purchasin

' sernment had hoped.

ructure is essential to the functioning of any economy. With
ansportation networks, we would only be able to purchase thing
incredibly close to one’s home. However, it is difficult for private fi
providing certain transportation networks because they often fun

Agricultural commodities tend to fluctuate in price according to t
much of a crop is harvested, there will be an excess of supply and
crop would be less than expected, and vice versa. However, farm
future prices of their crops leads them to delay investments that

(c)

In the second half of the twentieth century, many Asian economi
international trade and have seen dramatic increases in their rat
although the macroeconomy is generally performing well in thes
workers are being paid nominal wages for their labour. In Bangla
factory workers take home about £25 per month, but their living
£45 per month.

Weapons are instruments of death. Whil
access to weapons, weapons in th
1966, Charles Whitman clim
aim at innocent uni

However, sir=

! ti.e wrong people a
of the University of Te

contain carcinogens and cancer rates are increasing in the UK.

Pollution has reached a record high in the UK. The UK government feels that th
renewable energy sources. Households could benefit from installing solar pane
could bring down the cost of their electricity bills in an environment where the t
continually increasing tariffs. However, there are external benefits of househol
including reductions in pollution and sustainability for future generations. The U
give cash-in-hand subsidies for households that wish to install solar panels on th

Hlustrate the market failure that is outlined in the extract.
Analyse the likely effect of the government’s inte ion on the mark

o . .. . .
Evaluate®e effectiveness of minimum unit prices as a method to countera

5.  What is meant by ‘government failure’?

6. Identify and explain three possible causes of government failure.

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 16 of 42
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Answers
4.1.1 Economic Methodology and the Economic Probl

1. A‘social’ science is an academic discipline which focuses on the scientific study o

’

[2 marks for a clear explanation of what is meant by a ience’; 1 mark fo

which conveys the general meaning]

2. A ‘natural scientistis able to ¢z
unable to conduct ex
its effect oxggthe 2

ents in order to test their hypotl
ld not be possible for an economist to ch
ad, an economist creates a model and tests cha

ar explanation of the difference between an economist and a n
that is less clear but which conveys the general meaning]

3. A-Only‘A’is an example of a positive statement because it is a testable state
involve some value judgements about how things ought to be and so are norm

[1 mark for correct answer]

4.  The government’s policy decision to pursue an inflation rate of 2.0% is an exa
statement and involves an implicit value judgement of what the UK’s inflation

[2 marks for a clear explanation of how the government’s policy involves a value
explanation that is less clear but which conveys the general meaning]

5. B-The central purpose of economic activity is the production of goods and se
and needs. Note that economics is concerned about the m‘» misation of excess
‘economise’) but it is not the central purpose of e vity.

[1 mark for correct response]

What should

AdOO NOILO4dSNI

[1 mark per correct response]

7. (@) The four factors of production are: land, labour, capital, and entrepreneur.
[1 mark for each correctly identified factor of production]

(b) Land’s reward is rent - the return for ownership of land and natural reso
the return on time invested in productive activity. Capital’s reward is inte
Finally, entrepreneurships reward is profit - the return for risk.

COPYRIGHT
PROTECTED

[1 mark for each correctly identified reward to the factors of production]

8.  The ‘economic problem’ refers to the situation that »
therefore, insufficient in being able to satis
referred to as the problem of ‘scarcit

ig

JEP ~ answer should include the idea of un

Qg
all the ditterent factors that could affect an economic model, and, even if they ¢ EdUCOt!Oﬂ
constant change. Therefore, instead of taking into account everything, econom

that are generally true, and can build models of the economy that are true on a

[1 mark for correct response]

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 17 of 42




10.

11.

12.

13.

14.

15.

‘Ceteris paribus’ is a Latin phrase that translates as ‘other things being equal’ o
constant’. It would be almost impossible for economists to analyse a specific ¢
macroeconomic environment without having to consider that other factors co
Therefore, in order to isolate the effect of a single factor, economists tend to ad
- e.g. if investment increases, aggregate demand will increase, ceteris paribus.

[2 marks for a clear explanation of the significance of the ceteris paribus assump
foran explanation that is less clear but which conveys ral meaning]

Scarcity forces economic agents to m
set of wants can be satisfied. N
using those same res

ause the nature of having
Msing our resources for the consump
, thing else. Agents consider their limited r
e to consume. Individuals, therefore, must prior
i - often their ‘needs’ - and then make choices about wh
t exist then people would never be forced to make choices abou
wouldn’t exist as a subject.

[2 marks for a clear explanation of how scarcity forces choices to be made - i.e. i
limited set of resources]

An ‘opportunity cost’ is the value of the next-best alternative forgone arising fr
course of action. Whenever we decide to pursue some action- e.g. studying Ec
the benefits that would have arisen from all other possible decisions - e.g. stud
Maths at university, but also other options such as seeking employment instea
a decision is only the benefit that would have arisen from the ‘next-best’ optio

[2 marks for clear definition of an opportunity cost - the idea of a value placed o
central to the definition, and the idea that all decisions involve a trade-off but on
to an opportunity cost]

The production possibility curve (PPC), or fron
combination of goods and services (e
within a given time period by em;

ccapital goods, apples an
my’s fixed factors of produc

[2 marks for any o

The PP? enever the productive potential of an economy improves. If
could in®##se the amount of output given an economy’s inputs, we would see
would hold for investments in similar capital goods. Likewise, the PPC could s
increase - e.g. if a large oil reserve was found. However, anything that damage
economy leads the PPC to shift inward - e.g. a civil war, or natural disaster.

[1 mark for identifying factors causing an outward shift in the PPC — anything th
of an economy; 1 mark for identifying factors causing the PPC to shift inward - a
potential of an economy]

A, B, and C are all productively efficient because they are all situated on the pr
Remember, the PPF shows the combination of two products that could be pro
are fully and efficiently employed. Therefore, A, B and C are productively efficie
something is allocatively efficient depends ultimately on whether the combina

for an explanation th t which conveys the general meaning]

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 18 of 42
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16. (a)

Pastas 4

a
>

Pizzas

[1 w8k for correctly labelled axes and values, 1 mark for linear PPC, and 1
production trade-off is not one-for-one. Note that students can label the y-a
vice versa), but the slope must show the relative productive capacity in favo

(b) (i) Scarcity is represented via any point outside of the PPC for this econ
represents the production combinations that would be possible give
production, and so points outside of this space represent the unlimit
given limited resources.

(ii) Productive efficiency is represented via any point along the PPC - th
utilising its available resources along this curve, it would not be pos
the curve shows the ‘maximum combinations’ of output.

(iii) Inefficiency is represented via any point inside the PPC - this is beca
possible to produce more of one good without spirificing any of the
resources are being inefficiently under-u‘i. &

[1 mark each for correct triese concepts on the PPC]

ctional economy decided to produce 100 mo

(c)

AdOO NOILO4dSNI

of producing an additional 100 pizzas is 80 pastas.

[1 mark for correct answer]

COPYRIGHT
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4.1.3.1-2 Demand

1. (a)

_\N | | | | | | |

2,000t 3,0000 4,000 5,0000 6,0000 7,000 8,000 9,000¢

[1 mark for correctly labelled axes and demand curve; 1 mark for downward-slo
passing through the coordinates in Table 1]

Original Qp 4,000

(b) % Change in Qp = New Qo X 100 = —>< 100 = 50%

[1 mark for correct answer; 1 additional mark for working]

2. Intuitively, it seems obvious that demand should be
would expect the quantity demand of such an "

e a consumer would have after
e would expect demand to be less at hi
s it the price of a certain good would encourage c
for an item is lower the higher its price.

. atmg each effect that explains the inverse relationship between pri
substmmon effect) and 1 mark for explanation of each|

3. Possible factors shifting the demand curve for Kopi Luwak coffee could include
(itis likely to be a normal good), an increase in the price of a substitute good (e
the price of a complement good (e.g. milk), and a general shift in consumer pre
(because of advertising, due to a health trend, etc.).

[Maximum 3 marks. 1 mark for each suitable factor that could shift the demand
shift in either direction are appropriate. Do not award marks for changes in the

4. (a) Price elasticity of demand (PED} is the sensitivity, or responsiveness, of d
service's price level.

i

{2 marks for a clear explanation of PED:
general meaning]

explanation that is le

(b) PED = % Change i

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 20 of 42
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5. (a) C-PED = Zchangenthe Quantity emanded _ -10% _ ) g

% Change in the Price 40%

Therefore, the PED of petrol is inelastic. PED is inelastic if the calculated v
absolute terms), it is perfectly inelastic if PED=0. Conversely, PED is elast
PED=1.

[1 mark for correct response]

(b) A -Increase.
[1 mark for correct

demand (YED) is the sensitivity, or responsiveness, o

{2 rr;arks for a clear explanation of YED; 1 mark for an explanation that is |
general meaning]

% Change in the Quantity Demanded _ -60%
% Change in Income T 1s%

(b) YED =

= -4.00 (i.e. Spam is an ‘infe

[1 mark for correct answer; 1 mark for showing working]

7. (a) Cross elasticity of demand (XED) is the sensitivity, or responsiveness, of
in response to a change in some other good or service’s price level.

[2 marks for a clear explanation of XED; 1 mark for an explanation that is |
general meaning]

% Change in the Quantity Demanded of Good X

b) XED =
( ) % Change in the Price of Good Y

rd only 1 mark if formula is defin

[2 marks for correct formula o
rator and denominator are opposite

percentage change; n

AdOO NOILO4dSNI

, goods whose YED is negative - that is, when income
1ess on the good. Inferior goods have YED < 0. Inferior goods,

consumption - most goods tend to be described as normal goods. Normal goo
Thus, normal goods have a YED > 0.

[Up to 2 marks for an accurate description of an inferior and a normal good; up
these goods - e.g. by using values of YED, examples, etc.]

9. A -Coal and BBQs are said to be complements if they have an XED of -0.54. Th
price of coal leads to a decrease in the consumption of BBQs. Note that this rel
is an option for the fuel for a BBQ.

COPYRIGHT
PROTECTED

[1 mark for correct response]
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10. P4

Elastic

Unit Elastic

Inelastic

ov

AdOO NOILO4dSNI

Q
Notice Ll icity of demand varies along a straight line demand ¢
half of “curve the price is high, while the quantity demanded low, s
percent X3 s, but the associated change in quantity demanded would be |

e

upper hair of the demand curve is elastic, and the bottom half inelastic. Note th
curve the price elasticity of demand will be unit-elastic.

If demand is price elastic, the firm can reduce its price but enjoy a disproporti
increase its revenue. If demand is price inelastic, the firm can increase its price
increase its revenue. However, once demand is unit elastic, an increase or decr
decrease total revenue. Hence, total revenue is maximised when price and qua
unit elasticity. Notice that this is also the point at which marginal revenue is ze
would lead to negative marginal revenue and so total revenue would decrease
point would also reduce total revenue because the marginal revenue of increa

[Maximum 4 marks. 2 marks for explaining the relationship between a firm’s PE,
relationship with a diagram.]

COPYRIGHT
PROTECTED

11. PEDisinfluenced by...

e Availability of Substitutes: If there are suitable st

be more elastic. Explanation of this relatior

shift their consumption away fro
price increase. However, the,

Necessity: If a produc

available for a pr
t ari increase in the pr
elatively cheaper good, t

2 elasnc:lty will depend on how clo
S1ty'then an increase in the price of the it
S that are not thought of as necessities (e g. f

ig

Qg
income effect of consumption - that is, items that take up a larger share of ou EdUCOthﬂ
e Time Period: In the short-run, demand tends to be inelastic because people

commitments to consumption, and so changes in price don’t tend to affect
people have time to change their patterns of consumption in response to p

[1 mark each for identify an appropriate factor; 1 mark each for suitable explan

Topic Tests for AS / A Level Year 1 AQA: Microeconomics Page 22 of 42




4.1.3.3-4 Supply

v

I 1 I 1 I I I I
2,000 4,000 6000 8000 10,0000 12,000 14,000 16,000 Q

[1 mark for correctly labelled axes and supply curve; 1 mark for upward-sl
passing through the coordinates in Table 1]

(b) Supply is upward-sloping and directly proportional to price, meaning tha
between price and quantity.

[1 mark for correct observation]

reasons. First, i
_s.products. Therefore,
e market when the price i
roduction tends to increase because
_pdt, prices need to be higher to mitigate the
nd quantity supplied is reflected by movements a

2. Itis suggested that supply is upward-sloping for the.£
implies that it is more profitable for a businass
expand their output - that is, the :
production expands the m
Therefore at greate

AdOO NOILO4dSNI

tifying each reason; 1 mark for each explanation]

Assuming that the West Country orchard’s business objective is pr
changes its cost structure will have an effect on the supply curve. H
that is more efficient than the manual human labour used in the pa
this technology is to reduce the unit costs of production by reducin
curve for the West Country orchard shifts rightwards (outwards) -
they are prepared to provide more at any given price.

(@

Subsidies are grants from the government that are designed to inc
a subsidy this essentially offsets their costs of production. Again, th
(b) West Country orchard will be able to provide a greater quantity of
orchard’s supply curve will shift rightward (outwards). (Note, it sh
between the old and new supply curve i ‘5 nt of the subsid
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switch production to déduse pears are currently mo
farming techni cultural products are more or les
goods supply (substltutes} Hence, we can expec

ig
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Increases in the National Living Wage constitute an increase in the
Country orchard. Even if this firm doesn’t hire anybody that is earn
(d) increase in it causes upward pressure on all wages. Whenever a bu
supply less at any given price because it is less profitable to do so tl
Country orchard’s supply curve would shift inward if this change o
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If bio-fuel made from by-products of the orchard’s production process are fetching a high price, the
effect on the orchard’s supply curve could go either way. First, they might stop supplying whole apples
(e) altogether and supply bio-fuel instead leading to an inward shift of the supply curve. Hprrnarrnr thos
might also increase the production of apples and just sell their by-products to firms
is ambiguous.

\ Knowledge (3), application (3) and analysis (3)

0 No relevant answer given.

A few concepts may be identified correctly, but inconsistently, and with inac

Level 1 1-3 thought behind the causes and effects.

Level 2 46 Some knowledge of economic concepts is shown, partially linked to the que

Level 3

Level 1 1-2

Pt reasoning.

Clear evidence of evaluative comments, though they may be unfairly weight

Level 2 -4 . . . . . -
eve 3 argument. Reasoning / supporting evidence is provided but may be incomp

Accurate, balanced evaluative comments are made, supporting a rounded ¢

Level 3 | 5-6 pertains directly to the question.

[1 mark for identifying the direction of the shift; 2 additional marks for a strong explanation, or
a weaker argument that still conveys the correct meaning]

4. There is alot of information in the extract that will affect the position of the supply curve in th
traditional Californian farmers’ produce. First, the price of almonds has incentivised tradition
production from row crops to orchards. This is evidenced by the fact that the almond industr
increased from half a million pounds (lbs.} to approximately 2 billion pounds today. Therefor
would be reflected by a leftward shift in the traditional market’s suppl cur'{e as the number o
market decreases and shift production to the more profitable alm »

Moreover, there has been a drought in California
when there are droughts they don’t get alloc

» water by the State because they don’t
d water regardless of the environment

AdOO NOILDOddSNI

However, there is a little evidence that these farmers are getting more efficient. Technology re
costs by reducing purchases of excess inputs. This effect could (partially) offset the cost increa
because of the Californian drought. Therefore, the adoption of new technology would shift the
right. The overall effect on the position of the supply curve will ultimately depend on whether
benefits of this technology outweigh the cost increases of the Californian drought. In the diagr
represents the initial position of supply in the traditional produce marker, S1 represents the p
have shifted towards almond production, Sz is the position of the supply curve after the Califo
traditional farmers, while Ssis the movement after technology has been adopted. Ss could be p
the diagram so long as it moves in the rightward direction - the magnitude of the shift depend
judgement. In this case it has been drawn such as if the adoption of technology has comp
increases in the price of water.

COPYRIGI
PROTECTE
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Graphically:

[2 marks for the diagram, plus 2 additional marks for the linking explanation]

5. (a) Price elasticity of supply (PES) is the sensitivity, or responsiveness, of sup
service’s price level.

[2 marks for a clear explanation of PES; 1 mark for an explanation that is le
general meaning]

% Change in the Quantity Supply
% Change in the Price

(b) PES =

if formula is defin

[2 marks for correct formula for PES; awar: ¢
; enominator are opposite ti

percentage change; no marks if

6. A music streaming serv ¢ dlmost perfectly elastic in the short-run. T
service is sgrup., |

AdOO NOILO4dSNI
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4.1.3.5-6 Price Determination in a Competitive Market

1. (a) A marketisa place (real or nominal) where buyers and sellers interact to
[1 mark for correct definition]

market price level
m price, the qua

(b) Market equilibrium refers to the situation in whi
and supply are balanced - that is, at thls siz
exactly equals the quantity supplied

Jte, reéponses must involve the concept of a
terminology]

[1 mark for correct d

) Equilibrium is achieved at
P (£) the intersection of D and S.
D
Q (Units)
[2 marks for correctly drawing . Supply diagram (with correct
point of market equilibrit _heersection of demand and supply); 1
levels of price a '

A s - that is, a leftward shift - then the equilibrium marke
uppiy (a movement down the supply curve).

[1 mark for correct response]

3. e [nitially,a demand shock brought about by a change in preferences for ca
over supply at the initial price of P1, which was originally determined by t
e  However, at P1the market price will be below the market-clearing (equili
determined by the intersection of the original supply curve, S1,and the de

in demand, Da.
e [f demand exceeds supply, there are too many buyers chasing a limited nu
order to tempt suppliers to extend their supply, each buyer offers little m
Thus, the change in preferences of consumers is transmitted to producers
there is a shortage of supply, and so know that they can afford to increase
order to improve profitability.
e  This process is continued until eventuall
extension along the original supplu: .
necessarily a contractl

contraction along the new

process but lacking detail.|
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10.

- N

S S, :
Pz """""""""""" R e

Q Q@ QG Q Q Q
Equilibrium is only achieved at the intersection of a market’s demand and supp
which demand exactly equals supply and there is no shortage or excess of eith
clearing’ price. At Pk there is an associated equilibrium quantity of Q.

Disequilibrium occurs at any price other than the market-clearing price Pt. Dia
price of P1, which is greater than the market-clearing price Pe. At P1 there will b
and too few demanded/sold (Qz) - i.e. the price is too high. Quantity Q2Q: woul
too low at P> - fewer would be produced (Q3) than demanded (Q4). In this case,
as Q3Qa4 simply wouldn’t be produced.

[Up to 2 marks for accurately drawn diagram(s), including correctly labelled cur
disequilibrium; 2 marks for a clear distinction between equilibrium and disequili
that is less clear but which conveys the general meaning] ]

If the price of Frisbees is P1 this implies that th
clearing price of P*. At Pithe suppiy £n
at some level less than Q* bec
Intuitively, this makes <
consumersgden

isequilibrium be
ater than the market clea
r$ don’t want to purchase as much
es are high firms tend to supply more i

[1 mark for recognising that the market for Frisbees is in disequilibrium; 1 mark
to fall to reach its equilibrium rate; 1 mark for explanation. Maximum 3 marks fo

C - Joint demand refers to goods for which demand is interdependent, such th

[1 mark for correct response]

A - Composite demand refers to demand for an item that has multiple uses (e.g
plastic, generate energy, and power motor vehicles, etc., so its demand is a com

[1 mark for correct response]

A - Competitive demand refers to the demand for goods the4 are in competitio
Coca-Cola are notorious competitors, so when the der
Pepsi we know that this reflects competitive. de.

[1 mark for correct response]

B - Derived de demand for factor inputs is a form of derived de

feir own merit, but for their ability to be converted into

A - Joint supply refers to a situation in which a firm produces a number of produ
production process - e.g. a firm might produce a by-product as part of the produ

[1 mark for correct response]
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4.1.4 Production, Costs and Revenue

1.  Figure 1 shows that there has been a marked difference in levels of productivit
hour - between the UK and Ireland from 2010 onwards. While the UK’s produc
Ireland’s productivity has increased dramatically. Ireland’s productivity in 201
The UK’s, however, is only 0.9% greater.

Labour productivity has an effect on unit labou'* 4y altering the tota
of labour input. Therefore, Ireland’s ULL | d be lower than the UK’
labour input more efficiently. Ul eans that Ireland'’s cost of prod
average and so this shov‘ >
that Irish produ aper than UK products because its costs of pr

 competitive in international markets than UK firms,

However, an important problem in this analysis is that the effect will depend o
and the UK. Since ULC is measured by the total cost of labour divided by total o
will depend on the initial total cost of labour. If Ireland’s labour cost was signifi
with then it is not guaranteed that an increase in productivity will make Irish e
the UK’s.

[Maximum 4 marks for a clear analysis of the impact on the UK of changing level.
for an adequate analysis, might be underdeveloped or lacking in detail]

2.  Specialisation occurs when an individual, business, or nation state concentrate
production of a single, or limited number, of good(s).

[1 mark for correct answer]

3. From Table 1 itis immediately obvious that Adam ig
fact, if Adam dedicated himself to produci
dedicated his production to cars the
maximum output.

AdOO NOILO4dSNI

It’s important to note that Adam can only specialise in one or the other, and foc
that Adam necessarily has to sacrifice some cars. It would be in everyone’s bes
specialise in the thing that they are better at.

If Adam wants to produce one more car, he must sacrifice one van, and vice ver.
more car he must sacrifice two vans, and to produce one more van he must sac
opportunity cost (in terms of vans) of producing cars is lower than that of Karl
in car production. Karl should specialise in producing vans because his opport

COPYRIGHT
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If Adam and Karl specialise and trade, they will both be better off - producing

situation without specialisation and trade because more of both goods can be p
¥

[1 mark for identifying that both Adam and Karl wi
for explanation]

4. Adam Smith’s observatior
if workers hadn'ts

gh specialisation and division of labou

ig
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oves productivity because workers are able to practise and
than all tasks. Specialised workers might also develop specialis
is also no time wasted moving between different parts of the production proce
division of labour can allow more to be produced given limited factor inputs h
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It is clear, therefore, that specialisation can address the basic economic proble
to satisfy a greater number of infinite wants - e.g. specialisation in a pin factory
than 100 pins being made using the same factor inputs.

However, specialisation could result in lower productivity for a number of reas
bored and/or demotivated and their productivity would decline as a result. Sec
highly specialised a problem at one stage of production could prevent any furthe
Therefore, specialisation could also exacerbate the b omic problem if n

nt that specialisation impr
ﬂgamst the first point]

[Maximum 4 marks. 1 mark for identifi
a clear explanation including

which fu¥irer facilitates trade because in a barter system it wouldn’t be possibl
it for five chickens.

Note that a number of different responses that focus on the functions (and/or c
acceptable. However, students must reflect on how these functions facilitate tr.

[2 marks for a clear explanation of how money facilitates trade compared to a ba
explanation that is less clear but which conveys the general meaning]

6. In economics, the short- and long-run are distinguished in terms of the variabil
short-run it is said that the quantity of at least one factor of production is fixed,
are free to be varied by the firm. However, in the long-run all factors of product
the long-run firms are more ‘flexible’ and can adjust to changing market condit
production such as labour is more variable than capital - e.g. firms can fairly ea
workforce to work overtime, but it's far more difficult to b1/id a new factory in

ng-run; 1 mark for a dis

rocess through which increasing the scale of

AdOO NOILO4dSNI

ear explanation of economies of scale; 1 mark for an explanation t
general meanmg]

8. B - Internal economies of scale are those economies of scale that are achieved t
expansion. Conversely, external economies of scale refers to economies of scale
an entire industry and so A cannot be correct. C and D refer to diseconomies of
unit costs as production scales up.

[1 mark for correct answer]

COPYRIGHT
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9. Internal economies of scale can include: technical economies of scale; purchasin,
economies of scale; financial economies of scale; marketing economies of scale; ri.
network economies of scale.

to susinesses being a
‘ antities in order to main
waat need much electricity or wate

Purchasing Economies of Scale (EoS}, for mstar"
discounted prices because it is purch
utilities are often discounted f
items at reduced price

r b

ig

appropriate cause of internal economies of scale; 1 ma
cation of an external economy of scale]
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10. (a) External economies of scale are those economies of scale that are achieved tl
an entire industry, rather than the individual firm, and the expansion tends

[2 marks for a clear explanation of external economies of scale; 1 mark for a
conveys the general meaning]
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12.

(b) Examples of external economies of scale include, but are not limited to: in
specific industries (both transport and communication); provision of resear
provision of industry-specific training; relocation of suppliers to better serv
economies (e.g. clustering).

Infrastructure investments, for instance, might be provided by the govern
expanding industry. It should be clear that all firms in the industry will b
brought about by this investment.

eXternal economies of scale,
conomy of scalef

[1 mark for identifying an appro
no marks for identificatior,

Primarily, enefits a business because it helps them decrea

allows ti?¥®¥m to produce even more efficiently, thus ‘multiplying’ this effect. Co
the same level of economies of scale will lag behind those that are positioned t
make investments in advertising and marketing their product too, thus increa
contributing to profit. However, economies of scale could lead to lower quality
production process properly.

[Maximum 4 marks. 2 marks each for correctly identifying two benefits of EoS to
reason/explanation of each benefit.]

First, note that a firm’s average revenue is simply total revenue divided by out
interpreted as the (average) price per unit of output. Second, remember that a
relationship between price and quantity demanded over a range of output. No
are exactly the same in the table; therefore, a firm’s demand and average reve
both show an inverse relationship between price and quantity.

[2 marks for a clear explanation of the relations
for an explanation that is less clear but whi

Ae general meaning]
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